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INDEPENDENT AUDITORS' REPORT MILWAUKEE

Board of Education
Gwinn Area Community Schools
Gwinn, Michigan 49841

We have audited the accompanying financial statements of the governmental activities, each
maijor fund, and the aggregate remaining fund information of the Gwinn Area Community
Schools, Gwinn, Michigan, as of and for the year ended June 30, 2006, which collectively
comprise the Gwinn Area Community Schools’ basic financial statements as listed in the table
of contents. These financial statements are the responsibility of Gwinn Area Community
Schools management. Our responsibility is to express opinions on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the comptrolier general of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund, and
the aggregate remaining fund information of the Gwinn Area Community Schools, Gwinn,
Michigan as of June 30, 2006, and the respective changes in financial position where
applicable, thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated
August 31, 2006, on our consideration of the School District's internal control over financial
reporting and our tests of it's compliance with certain provisions of laws, regulations, contracts
and grant agreements and other matters. The purpose of that report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that
testing, and not to provide an opinion on the internal control over financial reporting or on
compliance. That report is an integral part of an audit performed in accordance with
Government Auditing Standards and should be considered in assessing the results of our
audit.

The management's discussion and analysis and budgetary comparison information on pages
6 through 13 and 37, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of
inquiries of management regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express
no opinion on it.

162 W. WASHINGTON STREET, SUHTE 102 MARQUETTE, MICHICAN 49855 {906)225-1166 FAX: (90G) 225-1714
WWW.ATCOMOT.COM



Board of Education
Gwinn Area Community Schools
Gwinn, Michigan

Our audit was performed for the purpose of forming opinions on the financial statements that
collectively comprise the Gwinn Area Community Schools basic financial statements. The
combining and individual fund financial statements and schedules are presented for purposes
of additional analysis and are not a required part of the basic financial statements. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is also not a required
part of the basic financial statements of the Gwinn Area Community Schools. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all material respects in relation to
the basic financial statements taken as a whole.

Ardersor, Tackmar & Company, FLC
Certified Public Accountants

August 31, 2006



MANAGEMENT’S DISCUSSION AND ANALYSIS

GWINN AREA COMMUNITY SCHOOLS

YEAR ENDED JUNE 30, 2006

K-

W

Gwinn Area Community Schools is a K-12 Public School District focated in Marquette County, Michigan.

Our discussion and analysis of Gwinn Area Community Schools financial performance provides an
overview of the School District’s financial activities for the year ended June 30, 2006. Please read it in
conjunction with the financial statements, which immediately follow this section.

Financial Highlights

Net assets for Gwinn Area Community Schools as a whole were reported as $3,513,449. Net
assets are comprised of 100% governmental activities.

During the year, Gwinn Area Community Schools expenses were $12,882,364, while revenues
from all sources totaled $12,661,785, resulting in a decrease in net assets of $220,579.
September 2005 enrollment increased 20.31 FTEs over the prior year and the Foundation
Allowance increased 175 to 6,875 per student.

The Food Service Program continues to be a self-sustaining progran.

The general fund reported a decrease of $267,044 after other financing sources (uses). This is
$153,657 less than the forecasted decrease of $420,701, which is a net result of revenues being
$64,669 more, expenditures of $69,373 less (both of these do not include Federal program
grants) and other financing uses of $19,615 less (transfer to the Athletic Fund). These are all
immaterial (1.2%) when compared with budgeted revenues/transfers of $12,042,260 and
budgeted expenditures/transfers of $12,462,961. There were no significant variances between
the final budget and actual amounts.

Overview of the Financial Statements

This annual report consists of three parts: Management’s discussions and analysis (this section), the basic
financial statements, and required supplementary information. Generally Accepted Accounting Principles
(GAAP) through GASB 34 requires the reporting of two fypes of financial statements: District-Wide
Financial Statements and Fund Financial Statements.

L

The first type, District-Wide Financial Statements (Government-Wide Financial Statemenis),
consist of two statements; Statement of Net Assets and Statement of Activities. These provide
both short-term and long-term information about the district’s overall financial status.

The second type, Fund Financial Statements, focus on individual parts of the district. These
Governmental Funds Statements tell how basic services were financed in the short term as well as
what remains for future spending. They report the district’s operations in more detail than the
District-Wide Statements by providing information about the District’s most significant funds —
the General Fund and School Lunch Fund, with all other funds presented in one column as non-
major funds.

The remaining statement, the Statement of Fiduciary Net Assets, presents financial information
about activities for which the District acts solely as an agent for the benefit of students and
parents.

The financial statements also include notes that further explain dollar amounts and provide more detailed
data. The statements are followed by a section of required supplementary information that further
explains and supports the financial statements with a comparison of the district’s budget for the year.



District-Wide Financial Statements

The one thing all stake-holders (parents, teachers and community members) want to know is the financial
condition of the District as a result of the year’s activities. The District-Wide Financial Statements report
information about the District as a whole and about its activities by using the accrual basis of accounting
similar to those used by private-sector companies. The two required District-Wide Financial Statements
are the Statement of Net Assets and the Statement of Activities. The Statements of Net Assets includes all
of the District’s assets and liabilities. The Statement of Activities includes all of the current year’s
revenues and expenditures regardless of when cash is received or paid.

Net Assets, the difference between the District’s assets and liabilities, are one way to measure the
District’s financial health or position. Over time, increases or decreases in the district’s net assets are an
indicator of whether its financial position is improving or deteriorating, respectively. The relationship
between revenues and expenditures is the District’s operating results. However, the District’s goal is to
provide services to our students, not to generate profits as private-sector companies do. To assess the
District’s overall health, you need to consider additional non-financial factors such as the quality of
education provided, the safety of the schools, changes in the property tax base and the condition of school
buildings and other facilities.

In the District-Wide Financial Statements, the Statement of Activities is divided into two categories:

s Governmental activities: The District’s basic services are included here, such as regular and
special education, transportation and administration. Property taxes, State Aid and grants
finance these activities.

e Business-type activities: The District does not have any activities reported as business-type
activities.

Fund Financial Statements

Fund Financial Statements are reported on a modified accrual basis. Only those assets that are
“measurable” and “currently available” are reported. Liabilities are recognized to the extent that they are
expected to be paid with current financial resources. Purchased capital assets are reported as expenditures
in the year of acquisition, no asset is reported and the issuance of debt is recorded as a financial resource.
The current year’s payment of principal and interest on long-term obligations are recorded as expenditures,
however, future year’s debt obligations are not recorded. The Fund Financial Statements are formatted to
comply with the legal requirements of the Michigan Department of Education’s “Accounting Manual”. In
the State of Michigan, the following fund types and related activities are described as follows:

Governmental Funds — All of the District’s services are reported in governmental funds, which include the
general fund, food service fund, athletic fund, capital projects fund, and debt service fund. They focus on
how money flows into and out of those funds and the remaining balances at vear-end. These funds are
reported using the modified accrual basis of accounting, which measures cash and all other financial assets
that can be readily converted into cash. The governmental fund statements provide a detailed short-term
view of the District’s general government operations and the basic services it provides. Governmental
fund information helps you determine whether there are more or fewer financial resources that can be
spent in the near future to finance the District’s programs. We describe the relationship (or differences)
between governmental activities (reported in the Statement of Net Assets and the Statement of Activities)
and governmental funds in a reconciliation which follows the fund financial staterments,

Fiduciary Funds — The District is the trustee, or fiduciary, for assets that belong to others, such as the
scholarship fund and the student activities funds. The district is responsible for ensuring that the assets
reported in these funds are used only for their intended purposes and by those to whom the assets belong.
The district excludes these activities from the District-Wide Financial Statements because it cannot use
these assets to finance its operations.



Financial Analysis of the District as a Whole

The condensed Statement of Net Assets as of June 30, 2006 and 2005 is as follows:

Governmental Activities

2006 2005

Current Assets $3.508.,002 $3.798,949
Capital Assets, net 1,799,732 1.854.233
Total Assets 5,217,734 5,653,182

Current liabilities 1.285,027 1,337,317
Non-current liabilities 419,258 581.837
Total Liabilities 1,704,285 1,919,154

Investment in Capital Assets, Net of Related Debt 1,507,125 1,500,928
Unrestricted 2.006.324 2.233 100
Total Net Assets $3.513.449 $3.734.028

The District’s net assets were $3,513,449 at June 30, 2006. Capital assets, net of related debt totaling
$1,507,125 compares the original cost, less depreciation of the District’s capital assets to long-term debt.
The remaining amount of net assets of $2,006,324 was unreserved and represents the accumulated results
of all past years’ operations. The operating results of the General Fund will have a significant impact on
the change in unreserved net assets from year to year.

Assets and Liabilities 2005 vs. 2006 — Statement of Net Assets
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The results of this year’s operation for the District as a whole are reported in the Statement of Activities
(see table below), which shows the changes in net assets for fiscal year 2006.

The condensed Statement of Activities for the fiscal year ended June 30, 2006 and 2003 is as follows:

Revenues:
Program revenues:
Charges for Services
Operating Grants and Contributions
General Revenues
Property taxes, levied for general
purposes
State of Michigan aid, unrestricted
Local aid, unrestricted
Interest and investment earnings
Other

Total Revenues
Program Expenses:
Instruction and instructional support
Support Services
Food Services
Athletics
Capital projects
Community services
Interest on long-term debt
Payments to other governmental units
Depreciation (unallocated)
Total Expenses
Change in Net Assets
Beginning Net Assets, as restated
Ending Net Assets

Governmental Activities

2006

3 260,004
2,536,112

1,466,556
8,294,611

52,613
51.799

12,661,785

7,165,084
4,565,298
526,803
246,738
38,218
73,995
9,082
18,378
238.768
12,882,364
(220,579)
3.734.028
3.513.449

b2
o
n

$ 408,201
1,977,697

1,307,421

8,568,989
340,700
23,064
4.542

12,630.614

7,095,701
5,175,161
507,543
268,911
20,059
56,605
3,007
27,118
161.663
13,315,768
(685,154)
4.571.013
$3.885.859

As reported in the Statement of Activities, the cost of all our governmental activities this year was
$12.882.364. Certain activities were partially funded from those who benefited from the programs
($260,094) or by other governments and organizations that subsidized certain programs with grants and
categoricals ($2,536,112). We paid for the remaining “public benefit” portion of our governmental
activities with $8,294,611 in State Foundation Allowance, $1,466,556 in taxes, and other revenues, such

as interest and general entitlements.

The District experienced a decrease in net assets for the year of $220,579.

Key reasons for the change in net assets were as follows:

Purchase of capital assets in the amount of $94,267

* B & & & 0

Other miscellaneous transactions of $81

Net decrease in governmental fund balances of $(244,271)
Depreciation charged to expense in the amount of $(238,768)

Principal payment on debt in the amount of $150,698
Compensated absences not reported as expenditures in the amount of $17.414



Revenues and Expenses 2003 vs. 2006 — Statement of Activities
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Expenses for Fiscal Year 20006 ~ Statement of Activities
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The following table presents the cost of each of the District’s largest activities as well as each program’s
net cost (total cost less revenues generated by the activities). Total costs were $12,882,364; however, the
following table excludes $304,446 of costs related to depreciation ($238,768), capital projects ($38.218),
transfers to other governmental units ($18,378) and interest on long-term debt ($9,082).

Total Cost of Services Net Cost of Services
2006 2005 2006 2005
Governmental Activities
Instruction $7,165,084 $7,095,701 $5,066,291 $5,777,143
Support Services 4,565,298 5,175,161 4,559,769 4,778,433
Food Services 526,803 507,543 (64,357) {28,664)
Athletics 246,738 268,911 180,605 219,973
Community Services 73,995 56,605 73,995 {28,862)
Totals $12,577,918 $13,103,921 $9,816,303 $10,718,023

The net cost shows the financial burden that each function placed on the District’s operations, taxpayers
and State. Since property taxes for operations and unrestricted State Aid constitutes 66% of the District’s
operating revenue sources (as shown in the pie chart), the Board of Education and Administration must
annually evaluate the needs of the District and balance those needs with the State-prescribed available
financial resources.
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Financial Analysis of the District’s Funds

The District uses funds to help it control and manage money for particular purposes. Looking at funds
helps the reader consider whether the District is being accountable for the resources taxpayers and others
provide to it and may provide more insight into the District’s overall financial health.

As the District completed the year, its governmental funds, as presented in the balance sheet, reported a
combined fund balance of $2,240,371, a decrease of $244,271 from the beginning of the year. The change
in the combined fund balance was primarily due to the deficit from the general fund in the amount of
$267,044. The decision was made to allow the School Lunch Fund to keep additional fund balance in the
amount of 22,773 in expectation that a new food delivery truck would need to be purchased in the near
future.

General Fund Budgetary Highlights

The Uniform Budget Act of the State of Michigan requires the Board of Education approve the original
budget for the upcoming fiscal year prior to the start of its fiscal year, which is July 1. Over the course of
the year, the District’s Board revises its budget as it attempts to deal with changes in revenues and
expenditures. State law requires that the budget be amended to ensure that expenditures do not exceed
appropriations. For fiscal year 2006, the budget was amended in February 2006 and again in June 2006. A
schedule showing the District’s original and final budget amounts compared with amounts actually paid
and received is provided in the required supplemental information of these financial statements.

Changes to the General Fund original budget included the following:

« Updating local revenue to reflect revisions in the non-homestead taxable value,
e Increasing state aid due to increased enroliment,

e Revise grant allocations and corresponding expenditures

e Amend salary and benefits due to reductions in teaching and support staff.

Capital Asset and Debt Administration
Capital Assets

At June 30, 2006 and 2005, the District had $8,193,042 and 8,639,350, respectively invested in a variety
of capital assets including land, buildings, and machinery and equipment.

Governmental Activities

2006 2005
Capital Assets at Year-End

Land $ 37,293 $ 37,293
Building & grounds 5,844,238 5,844,238
Site improvements 342,300 342,300
Machinery & equipment 686,464 653,387
Vehicles 1,168,267 1,315,824

Totals $8.078.562 $8,193.042

This year’s addition of $94,267 included 1 new bus and a sound system and scoreboard for the gymnasium
No debt was issued for these additions.

It is hard to anticipate capital additions for the 2006-2007 fiscal year as much of this depends on whether
the bond issue passes in February 2007. However, $150,000 was set aside for capital improvements in the
event that it does not pass. In addition, a bus was purchased. We present more detailed information about
our capital assets in the notes (Note G) to the financial statements.

12



Debt

At June 30, 2006 and 2003, the School District had $353,305 and $375,781, respectively in bonds and
long-term debts as depicted below.,

Governmental Activities

2006 2005
Quistanding Debt at Year-End
School Improvement Bonds $202,607 $219.216
Northemn Lights Revolving Loan - 134.089
Totals 202,607 $353.305

We present more detailed information about our long-term debt in the notes (note F) to the financial
statements.

Factors Bearing on the District’s Future

Our elected officials and administration consider many factors when setting the District’s fiscal year 2007
budget. One of the most important factors affecting the budget is our student count. State Aid is
determined by multiplying the blended student count (25% of the February 2006 and 75% of the
September 2006 count) by the foundation allowance per pupil. The 2007 fiscal year budget, adopted in
Tune 2006, was based on an estimate of students that will be enrolled in September 2006. It is important to
understand that 77% of the District’s General Fund revenues are based on an estimate (student enrollment
and foundation allowance). Under State law, the District cannot assess additional property tax revenue for
general obligations. As a result, the district funding is heavily dependent on the State’s ability to fund
local school operation.

Based on the September 2006 count, student enrollment will be lower than what was estimated in June
2006 by the blended count of 25,56 FTEs. This decline in enroliment was softened by the District’s ability
to use a three year average enrollment instead of the traditional method. This decline in enroliment will
result in additional $180,000 loss in revenue. Had the traditional method been used the decline would
have been much greater at 63.71 FTEs which would have resulted in a $451,000 loss of revenue.

Even though the District managed to reduce the 2006-2007 deficit by $400,000 through privatization of
custodial services, contracting of substitutes and non-represented coaches, non-use of the pool, reduced
administrative staff and support and changing administrative insurance to a high-deductible plan the
budget is still approximately $550,000 in deficit due to the unexpected loss of students. The district will
continue to assess its opportunities throughout the year to see if additional opportunities for reductions are
available.

In response to the evaluation of the condition and efficiency of all buildings the Board of Education in
conjunction with concerned citizens decided it would be necessary to place a bond proposal on the
February 2007 ballot to finance the exhaustive list of needed capital improvements. ifthe proposal passes,
it could relieve the deficit by as much as 150,000 in fiscal year 2007 and would have a positive financial
impact on following years.

Contacting the District’s Financial Management
This financial report is designed to provide the district’s citizens, taxpayers and parents with a general
overview of the district’s finances and to demonstrate the District’s accountability for the money it

receives. If you have questions about this report or need additional financial information, contact the
Business Manager, Gwinn Area Community Schools, 50 W. M-35, Gwinn MI, 49841,

13



GWINN AREA COMMUNITY SCHOOLS
Statement of Net Assets

June 30, 2006

ASSETS:
Current assets:
Cash and cash equivalents
Investments
Receivables:
Accounts receivable
Delinquent property taxes
Due from other governmental units
inventories
Prepaid expense

TOTAL CURRENT ASSETS

Non-current assets:
Land and construction in progress
Capital assets
Less accumulated depreciation

TOTAL NON-CURRENT ASSETS
TOTAL ASSETS

LIABILITIES:
Current liabilities:
Accounts payable
Accrued liabilities
Deferred revenue
Current portion of long term debt obligations

TOTAL CURRENT LIABILITIES
Non-current Habilities:
Non-current portion of employee benefit obligations
Non-current portion of long term debt obiligations
TOTAL NON-CURRENT LIABILITIES
TOTAL LIABILITIES
NET ASSETS:
invested in capital assets net of related debt

tUnrestricted

TOTAL NET ASSETS

Governmental

Activities

421,560
1,150,258

254,555
1,679,512
2,117

3,508,002

37,283
8,041,268
(6,368,829)

1,709,732

5,217,734

218,088
1,028,891
20,652
17,306

1,285,027

234,047
185,211

419,258

1,704,285

1,507,125
2,006,324

$

3,513,449

The accompanying notes are an integral part of these financial statements.
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GWINN AREA COMMUNITY SCHOOLS

Statement of Activities

For the Year Ended June 38, 2006

Program Revenue

Net (Expense)
Operating Revenue and
Charges for Grants and Changes in
Function / Programs Expenses Services Contributions Net Assets
Governmental Activities:
Instruction 5 7,165,084 $ 22,544 $ 2,076,249 5 (5,066,291)
Suppering services 4,568,298 1,023 4,508 {4,559.,769)
Community Services 73,995 - - (73,985)
Food service activities 526,803 170,394 420,766 64,357
Athletic activities 246,738 66,133 - (180,605)
Capital Cutlay 38,218 - 10,495 (27,723)
tnterest on retirement of debt 9,082 - 24,096 15,014
Payments to other governmental agencies 18,378 - - (18,378}
Depreciation - unallocated 238,768 - - {238,768
TOTAL GOVERNMENTAL ACTIVITIES 12,882,364 260,094 2,536,112 (10,086,158)

General revenues:

Taxes:

Property taxes, levied for general purpeses
State aid not restricted o specific purposes:
tnterest and investment earnings

Miscellaneous

TOTAL GENERAL REVENUE AND TRANSFERS

CHANGES IN NET ASSETS

Net Assels , July 1, as restated

NET ASSETS, JUNE 30 _$

The accompanying notes are an integral part of these financial statements.
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52,613
51,799
9,865,579
{220,579)
3,734,028

3,513,449



GWINN AREA COMMUNITY SCHOOLS

ASSETS
Cash and cash equivalents
Investments
Receivables:

Accounts receivable

Due from other funds

Due from other governmental units
Inventories

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

LIABILITIES:
Accounts payable
Accrued liabilities
Due to other funds
Deferred revenue

TOTAL LIABILITIES

FUND BALANCES:
Reserved for:
School service activities
Unreserved:
tindesignated

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

The accompanying notes are an integral part of these financial statements.

Governmental Funds
Balance Sheet

June 30, 2006

Non-Major
General Governmental

Fund Funds Total
420,181 3 1,379 421,560
1,150,258 - 1,150,258
246,536 8,019 254,555
- 25,468 25.468
1,679,512 - 1,679,512
- _ 2,117 2117
3,496,487 $ 36,983 3,533,470
83,541 $ 6,893 90,434
1,028,891 - 1,028,891
153,032 90 153,122
20,652 - 20,652
1,286,116 6,983 1,293,099
- 30,000 30,000
2,210,371 - 2,210,371
2,210,371 30,000 2_,240,371
3,496,487 $ 36,983 3,533,470

16



GWINN AREA COMMUNITY SCHOOLS
Governmental Funds
Recanciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets
June 30, 2006
Total Fund Balances for Governmental Funds $ 2,240,371

Amounis reported for governmental activities in the statement
of net assels are different because:

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.

Cost of capital assets 8,078,562
Accumudated depreciation (6,368,830)
1,709,732
Long-term liabilities are not due and payable in the current period and are
not reported in the funds. Long-term liabilities at year-end consist of:
Bonds payable - current 17,396
Bonds payable - jong term 185,211
Employee benefits payable 234,047
(436.654)
NET ASSETS OF GOVERNMENTAL ACTIVITIES $ 3,513,449

The accompanying notes are an integral part of these financial statements,
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GWINN AREA COMMUNITY SCHOOLS
Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balance

For the Year Ended June 30, 2006

Non-Major
General Governmental
Fund Funds Total
REVENUES:
Federal sources 3 571,504 391,696 963,200
State Aid 9,227,328 53,166 9,280,494
Local sources 1,796,265 247,022 2,043,287
Other 374,804 - 374,804
TOTAL REVENUES 11,969,901 691,884 12,661,785
EXPENDITURES:
Current:
instruction 7,182,498 - 7,182,498
Supporting services 4,565,298 - 4,565,298
Community services 73,985 - 73,995
Other 18,378 - 18,378
Food service activities - 526,803 526,803
Athletic activities - 246,738 246,738
Capital Cutlay 108,820 23,665 132,485
Debt Service:
Principal - 150,698 150,698
Interest - 9,163 9,163
TOTAL EXPENDITURES 11,948,989 957,067 42,906 056
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES 20,912 (265,183) (244 271)
OTHER FINANCING SOURCES (USES):
Transfers in 61,516 349,472 410,988
Transfers out (349, 472) (61,516) (410,988)
TOTAL OTHER FINANCING SOURCES (USES) {287 956) 287,956 -
NET CHANGE IN FUND BALANCES (267,044) 22,773 (244,271}
Fund Balance, July 1 2,477 415 7,227 2,484 642
FUND BALANCE, JUNE 30 3 2,210,371 30,000 2,240 371

The accompanying notes are an integral part of these financial statements.
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GWINN AREA COMMUNITY SCHOOLS
Governmental Funds

Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities

For the Year Ended June 30, 2006
Net Change in Fund Balances - Total Governmental Funds $ (244,271)

Amounts reported for governmental activities in the statement
of activities are different because:

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assels is allocated over
their estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital outlays in the current period.

Depreciation expense (238,768)
Capital outlays 94,267 {144 501)

Repayment of bond principal is an expenditure in the governmental funds,
but the repayment reduces long-term liabilities in the statement of net assets. 150,698

Interest is accrued on outstanding debt in the government-wide financial statements,
whereas in the fund financial statements an interest expenditures is reported

when due 81
Some expense reported in the Statement of Activities, such as
compensated absences, do not require the use of current financiat
resources and therefore are not reported as expenditures in
governmental funds,
Change in sick and vacation leave 17,414 17,414
Change in Net Assets of Governmental Activities $ {220,579)

The accompanying notes are an integral part of these financial statements.
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GWINN AREA COMMUNITY SCHOOLS
Fiduciary Funds
Statement of Fiduciary Net Assets

June 30, 2006

ASSETS

Cash and cash equivalents
Investments
Due from other funds

TOTAL ASSETS
NET ASSETS:
Reserved for:
Scholarships
Unreserved
Designated for schofarships
TOTAL NET ASSETS

Private Purpose
Trust Fund

$ 12

47,492
19,288

$ 66,792

47,492

19,300

$ 66,792

The accompanying notes are an integral part of these financial statements.
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GWINN AREA COMMUNITY SCHOOLS
Fiduciary Funds
Statement of Changes in Fiduciary Net Assets

For the Year Ended June 30, 2006

Private Purpose

Trust Fund
ADDITIONS:

interest $ 2,292
TOTAL ADDITIONS 2,292

DEDUCTIONS:
Scholarships awarded 1,300
Unrealized loss on investments 423
TOTAL DEDUCTIONS 1,723
CHANGE IN NET ASSETS 569
Net Assets, July 1 66,223
NET ASSETS, JUNE 30 $ 66,792

The accompanying notes are an integral part of these financial statements,
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GWINN AREA COMMUNITY SCHOOLS
Fiduciary Funds
Statement of Fiduciary Net Assets

June 30, 2006

Student
Activities
ASSETS ' '
Cash and cash equivalents $ 4,898
Accounts receivable 105
Pue from other funds 108,366
TOTAL ASSETS ] 113,369
LIABILITIES:
Due to student groups $ 113.369
TOTAL LIABILITIES $ 113,369

The accompanying notes are an integral part of these financial statements.
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GWINN AREA COMMUNITY SCHOOLS
NOTES TO FINANCIAL STATEMENTS
June 30, 2006
NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

The financial statement of the Gwinn Area Community Schools (School District) have been
prepared in conformity with accounting principles generally accepted in the United States of
America (GAAP) as applicable to government units. The Governmental Accounting
Standards Board (GASB) is responsible for establishing GAAP for state and local units of
government through its pronouncements. Governments are also required to follow
pronouncements of the Financial Accounting Standards Board (FASB) issued through
November 30, 1989, that do not conflict with or contradict GASB pronouncements. The
more significant policies established in GAAP and used by the School District are
discussed below.

Reporting entity

The School District provides elementary and secondary education for the residents of
Forsyth, Sands, West Branch and Skandia Townships, and secondary education for the
residents of Wells Township. A seven-member Board of Education elected by the public
has oversight responsibility over all operations of the School District.

In evaluating how to define the School District for financial reporting purposes,
management has considered all potential component units. The decision not to include a
potential component unit in the reporting entity was made by applying the criteria set forth
in GAAP. The basic, but not the only, criterion for including a potential component unit
within the reporting entity is the governing body’s ability to exercise oversight responsibility.
The most significant manifestation of this ability is financial interdependency. Other
manifestations of the ability to exercise oversight responsibility include, but are not limited
to, the selection of governing authority; the designation of management; the ability to
significantly influence operations; and accountability for fiscal matters. A second criterion
used in evaluating potential component units is the scope of public service. Application of
this criterion involves considering whether the activity benefits the School District and/or its
constituents, or whether the activity is generally available to its constituents. A third criterion
used to evaluate potential component units for inclusion or exclusion from the reporting
entity is the existence of special financing relationships, regardless of whether the School
District is able to exercise oversight responsibilities.

Based upon the application of the criteria described above, the financial statements of the
Gwinn Area Community Schools contain all the funds and account groups controlled by the
School District’s Board of Education as no other entity meets the criteria to be considered a
component unit of the School District not is the School District a component unit of another
entity.

Basic Financial Statements — Government-Wide Financial Statements

The School District’s basic financial statements include both government-wide and fund
financial statements. Both the government-wide and fund financial statements categorize
primary activities as either governmental or business-type. The School District's instruction,
support and community services are classified as governmental activities. The School
District does not have any business-type activities. Fiduciary activities are not included in
the government-wide financial statements.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

In the government-wide Statement of Net Assets, the governmental activities column is
presented on a consolidated basis, and is reported on full accrual, economic resource
basis, which recognizes all long-term assets and receivables as well as long-term debt and
obligations. The School District's net assets are reported as either investment in capital
assets, net of related debt, restricted, or unrestricted.

The government-wide Statement of Activities reports both the gross and net cost of each of
the School District's functions. General government revenues (property taxes, state aid,
etc.) support the functions. The Statement of Activities reduces gross expenses (including
depreciation) by related program revenues, operating and capital grants directly associated
with the function.

The government-wide focus emphasizes the sustainability of the School District as an entity
and the change in the School District's net assets resulting from the current year's
activities.

Basic Financial Statements — Fund Financial Statements:

The accounts of the School District are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenues and expenditures. Government resources are allocated to and accounted
for in individual funds based upon the purposes for which they are to be spent and the
means by which spending activities are controlled. The various funds are grouped in the
financial statements in this report into two major categories: governmental and proprietary
categories. An emphasis is placed on major funds within the governmental and proprietary
categories. The General Fund is always considered a major fund and the remaining funds
of the School District are considered major if it meets the following criteria:

a. Total assets, liabilities, revenues or expenditures/expenses of that individual
governmental or enterprise fund are at least 10 percent of the corresponding
total for all funds of that category or type; and

b. Total assets, liabilities, revenues or expenditures/expenses of the individual
governmental or enterprise fund are at least 5 percent of the corresponding total
for all governmental and enterprise funds combined.

The School District reports the General Fund as its major governmental fund in accordance
with the above criteria. The funds of the School District are described below:

Governmental Funds
General Fund — The General Fund is the main operating fund and accordingly, itis used to
account for all financial resources except those required to be accounted for in another

fund.

Special Revenue Funds — The special revenue funds account for revenue sources that
are legally restricted to expenditures for specific purposes (not including major capital
projects). The special revenue funds for the Gwinn Area Community Schools are the Food
Service, Athletics and Public Library Funds.

Debt Service Fund — The Debt Service Fund is used to account for the accumulation of

resources such as taxes, state aid and interest revenue for the payment of general long-
term debt principal, interest, and related costs.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Capital Projects Fund — The Capital Projects Fund is used to account for financial
resources of major capital expenditures, including equipment.

Fiduciary Funds

Agency Fund — The Agency Fund accounts for all assets held by the School District in a
custodial capacity for various student organizations. Since the Agency Fund is custodial in
nature, they do not involve the measurement of results of operations.

Nonexpendable Trust Funds — Nonexpendable Trust Funds are those whose principal
cannot be expended. The administration of the School District treats the Scholarship Fund
as nonexpendable due to restrictions of outside contributors.

The emphasis in fund financial statements is on the major funds. Non-major funds by
category are summarized into a single column for presentation. GASB Statement No. 34
sets  forth minimum criteria (percentage of assets, liabilities, revenues, or
expenditures/expenses of either fund category or the government combined) for the
determination of major funds.

The School District’s fiduciary funds are presented in the Fund Financial Statements by
type. Since, by definition, these assets are being held for the benefit of a third party and
cannot be used to address activities or obligations of the government, these funds are not
incorporated into the government-wide financial statements.

The District will first apply restricted net assets for expenses incurred for purposes for
which both restricted and unrestricted net assets are available.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “which” transactions are recorded within the
various financial statements. Basis of accounting refers to “when” transactions are
recorded regardless of the measurement focus applied.

Measurement Focus

On the district-wide Statement of Net Assets and the Statement of Activities, govemmental
activities are presented using the economic resource measurement focus as defined in
item (b) below. In the fund financial statements, the “current financial rescurces”
measurement focus or the “economic resources” measurement focus is used as
appropriate:

a. All governmental funds utilize a “current financial resources” measurement
focus. Only current financial assets and liabilities are generally included on their
balance sheets. Their operating statements present sources and uses of
available spendable financial resources during a given period. These funds use
fund baladnce as their measure of available spendable resources at the end of
the period.

b. The proprietary funds utilize an “economic resources” measurement focus. The
accounting objectives of this measurement focus are the determination of
operating income, changes in net assets, financial position and cash flows. All
assets and liabilities, whether current or noncurrent, associated with their
activities are reported. Proprietary fund equity is classified as net assets.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Basis of Accounting

In the district-wide Statement of Net Assets and Statement of Activities, governmental
activities are presented using the accrual basis of accounting. Also, the proprietary fund
financial statements are presented using the accrual basis of accounting. Under the
accrual basis of accounting, revenues are recognized when earned and expenses are
recorded when the liability is incurred or economic asset used. Revenues, expenses,
gains, losses, assets and liabilities resulting from exchange and exchange-like transactions
are recognized when the exchange takes place.

in the fund financial statements, governmental funds are presented on the modified
accrual basis of accounting. Under the modified accrual basis of accounting, revenues are
recognized when “measurable and available.” Measurable means knowing or being able
to reasonably estimate the amount. Available means collectible within the current period or
within sixty days after year-end. Expenditures, including capital outlay, are recorded when
the related liability is incurred, except for principal and interest on general long-term debt
and accrued compensated absences, which are reported when due.

Cash and Equivalents

The School District cash and cash equivalents as reported in the Statement of Net Assets
are considered to be cash on hand, demand deposits, certificates of deposit and short-
term investments with maturities of three months or less.

Investments

Investments are carried at market value.

Receivables

All receivables are reported at their gross value and, where appropriate, are reduced by
the estimated portion that is expected to be uncollectible.

Due From and To Other Funds

Interfund receivables and payables arise from interfund transactions and are recorded by
all funds affected in the period in which transactions are executed.

Inventory

The School District utilizes the consumption method of recording inventories of materials
and food supplies. Under the consumption method, inventories are recorded as
expenditures when they are used. The inventory is valued at the lower of cost (first-in,
first-out) or market.

Capital Assets

Capital assets, which include land, buildings, equipment, and vehicles, are reported in the
applicable governmental activities column in the district-wide financial statements. Capital
assets are defined by the government as assets with an initial individual cost of more than
$5,000 and any assets susceptible to theft. Such assets are recorded at historical cost or
estimated historical cost if actual historical cost is not available. Donated capital assets are
valued at their estimated fair value on the date donated. Costs of normal repair and
maintenance that do not add to the value or materially extend asset lives are not
capitalized. The School District does not have infrastructure-type assets.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Depreciation of all exhaustible capital assets is recorded as an allocated expense in the
Statement of Activities, with accumulated depreciation reflected in the Statement of Net
Assets. Depreciation is provided over the assets’ estimated useful lives using the straight-
line method of depreciation. The range of estimated useful lives by type of asset is as
follows:

Buildings and additions 20-50 years
Buses and other vehicles 5-10 years
Furniture and other equipment 5-10 years

In the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition.
Capital assets used in proprietary fund operations are accounted for the same as in the
district-wide financial statements.

Long-Term Debt
In the district-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets.

Long-term debt for governmental funds is not reported as liabilities in the fund financial
statements. The debt proceeds are reported as other financing sources and payment of
principal and interest are reported as expenditures. The accounting for proprietary funds is
the same in the fund statements as it is in the district-wide statements.

Compensated Absences

The School District’ policies regarding compensated absences_permits employees to
accumulate earned but unused vacation and sick leave. The liability for these
compensated absences is recorded as long-term debt in the district-wide statements. In
the fund financial statements, governmental funds report only the compensated absence
liability payable from expendable available financial resources, while proprietary funds
report the liability as it is incurred.

Deferred Revenues

In the district-wide statements, deferred revenue is recognized when cash, receivables or
other assets are received prior to their being earned. In the governmental fund statements,
deferred revenue is recognized when revenue is unearned or unavailable. The School
District has reported deferred revenue of $20,652 in the General Fund for grant funding
that has been received but is unearned.

Equity Classification
District-Wide Stafements

Equity is classified as net assets and displayed in three components:

1. Invested in Capital Assets, Net of Related Debt — Consists of capital assets
including restricted capital assets, net of accumulated depreciation and reduced
by the outstanding balances of any notes or other borrowings that are
attributable to the acquisition, construction or improvement of those assets.

2. Restricted Net Assets ~ Consists of net assets with constraints placed on the
use either by (1) external groups such as creditors, grantors, contributors or laws
or regulations of other governments; or (2) law through constitutional provisions
of enabling legislation.

3 Unrestricted Net Assets — All other net assets that do not meet the definition of
“restricted” or “invested in capital assets, net of related debt.”
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NOTE A —~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified
as reserved and unreserved, with unreserved further split between designated and
undesignated, if appropriate. Proprietary fund equity is classified the same as in the
district-wide statements.

Revenues

District-Wide Statements

In the district-wide Statement of Activities, revenues are segregated by activity, and are
classified as either a program revenue or a general revenue. Program revenues include
charges to customers or applicants for goods or services, operating grants and
contributions and capital grants and contributions. General revenues include all revenues,
which do not meet the criteria of program revenues and include revenues such as State
funding and interest earnings.

Fund Statements

In the governmental fund statements, revenues are reported by source, such as federal
sources, state sources and charges for services. Revenues consist of general purpose
revenues and restricted revenues. General purpose revenues are available to fund any
activity reported in that fund, while restricted revenues are available for a specific purpose
or activity and the restrictions are typically required by law or a grantor agency. When both
general purpose and restricted revenues are available for use, it is the School District's
policy to use the restricted resources first.

Property Taxes

Property taxes are levied December 1, on behalf of the District by various taxing units and
are payable without penaity by February 28. The District recognizes property tax revenue
when levied to the extent they result in current receivables (collected within sixty days of
the end of the fiscal year.) Property taxes that are not collected within sixty days of the end
of the fiscal year are recognized as revenue when collected.

Expenses/Expenditures

District-Wide Statements

In the district-wide Statement of Activities, expenses are segregated by activity
(governmental or business-type), and are classified by function.

Fund Statements
In the governmental fund financial statements, expenditures are classified by character
such as current operations, debt service and capital outlay.

In the proprietary fund financial statements, expenses are classified by operating and
nonoperating and are sub-classified by function such as personnel services and other
services and charges.

Interfund Activity

As a general rule, the effect of interfund activity has been eliminated from the district-wide
statements. Exceptions to this rule are (1) activities between funds reporied as
governmental activities and funds reported as business-type activities; and (2) activities
between funds that are reported in different functional categories in either the
governmental or business-type activities column. Elimination of these activities would
distort the direct cost and program revenues for the functions concerned.

In the fund financial statements, transfers represent flows of assets between funds without
equivalent flows of assets in return or a requirement for repayment.
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NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

Interfund receivables and payables have been eliminated from the Statement of Net
Assets.

Budgets and Budgetary Accounting
The School District follows these procedures in establishing the budgetary data reflected in

the financial statements:

a. The Superintendent submits to the Board of Education a proposed operating
budget for the fiscal year commencing the following July 1. The operating budget
includes proposed expenditures and the means of financing them.

Public hearings are conducted to obtain taxpayer comments.

Prior to July 1, the budget is approved by the Board of Education.

Budgets for the General and Special Revenue Funds are adopted on a basis
consistent with generally accepted accounting principles. Budgeted amounts are as
originally adopted, or as amended by the Board of Education.

e. All annual appropriations lapse at fiscal year end.

coo

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities
af the date of the financial statements and the reported amounts of revenue and expenses
during the reporting period. Actual results could differ from those estimates.

NOTE B — DEPOSITS AND INVESTMENTS:

Cash Equivalents
As of June 30, 2006, the District’'s cash and cash equivalents and investments were

reported in the basic financial statements in the following categories:

Governmentai Fiduciary Total Primary

Activities Funds Government
Cash and equivaients $421,560 $4.910 $426,470
Investments 1,150,258 47,492 1,197,750
$1,571,818 $52,402 $1,624,220

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the District's deposits
may not be returned o it. State law does not require it but the District has a deposit policy
for custodial credit risk. As of June 30, 2006, $426,470 of the District’'s bank balance of
$226,470 was exposed to custodial credit risk as being uninsured and uncollateralized.

Investments
As of June 30, 2008, the District had the following investments.
Maturities
Investment Type Fair Value Maturities Less Than 1 Year
MILAF Funds $650,258 $650,258
Wells Fargo Mutual Fund 47,492 47,492
Time Deposits 500,000 500,000
TOTAL INVESTMENTS $1,197,750 $1,197,750
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NOTE B -~ DEPOSITS AND INVESTMENTS (Continued):

Interest Rate Risk

interest rate risk is the risk that changes in interest rates will adversely affect the fair value
of the District's investments The District has a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising
from increasing interest rates.

Credit Risk

Michigan statutes authorize the District to invest in bonds, other direct obligations and
repurchase agreements of the United States, certificates of deposits, savings accounts,
deposit accounts or receipts of a bank which is a member of the FDIC and authorized to
operate in this state, commercial paper rated at the time of purchase within the two highest
classifications established by not less than two standard rating services and matures within
270 days from date of purchase, bankers’ acceptances of the United States banks,
obligations of the State of Michigan and its political subdivisions, external investment pools,
and certain mutual funds. Michigan law prohibits security in the form of collateral, surety
bond, or another form for the deposit of public money.

The District has an investment policy that would further limit its investment choices.
Ratings are not required for the District's investment in Treasury Notes. The District's
investments are in accordance with statutory authority.

Concentration of Credit Risk
The District places no limit on the amount the District may invest in any one issuer.

NOTE C — DUE FROM OTHER GOVERNMENTAL. UNITS:

Amounts due from other governments consist of $1,679,512 due from the State of
Michigan for State Aid.

NOTE D ~ ACCRUED LIABILITIES:

A summary of accrued liabilities at June 30, 2006 is as follows:

Governmental

Activities

Accrued wages $748,852
MESSA payable 218,003
Accrued fringes 62,036
$1,028,891

NOTE F - LONG-TERM OBLIGATIONS:

A summary of long-term obligations at June 30, 2008, and transactions reiated thereto for
the year then ended is as follows:

Balance Balance
July 1, 2005 Additions Reductions June 30, 2006
Scheol Improvement Bonds — Series 1998 $219,216 $- $16,609 $202,607
M-Tec loan 134,089 - 134,089 -
Subtotal 353,305 - 150,698 202,607
Employee Benefits 251,461 - 17,414 234,047
TOTAL LONG-TERM DEBT $604,766 $ - $168,112 $436,654
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NOTE E — LONG-TERM OBLIGATIONS (Continued):

The annual debt service requirements for the School District's debt (excluding
compensated absences) for the years ending June 30, 2006 through June 30, 2016 are
as follows:

BONDS PAYABLE

The School District participated in the School Improvement Bond, Series 1998, to obtain
one-half of their portion of the statewide Durant Settlement. As part of the settlement, the
School District will receive one-half of their total settlement $686,265 over a ten-year
period. The remaining one-half of the settlement was received in bond proceeds. The debt
service requirements of the bonds will be allocated to the School District by the State of
Michigan over a fifteen-year period beginning May 15, 1999, as par of their state aid
payments. A schedule of the School District’s repayment schedule is as follows:

School Improvement Bonds

May 15

School Year interest Principal Total
2006-2007 $6,696 $17,396 $24,002
2007-2008 5,868 18,228 24 096
2008-2009 5,000 19,096 24 096
2009-2010 4,091 20,005 24,086
2010-2011 3,138 20,958 24 096
2011-2018 30,877 106,924 137,801
Totals $55,670 $202,607 $258,277

NOTE F — EMPLOYEE BENEFITS - COMPENSATED ABSENCES:

The School District accrues the liability for earned sick leave based on the termination
method. The liability is accrued as the benefits are earned. Teachers meeting the
requirements for retirement are paid $60 per day up to 120 days of unused accumulated
sick leave. Other non-teaching employees are paid for sick leave based on their
appropriate contract.

As of June 30, 2006 composition of the liability for employee benefits as reported in the
statement of net assets is as follows:

Paid time off — Teamsters $129,975
Sick leave -~ Central office & teachers 151,858
Personal Leave - Principals 2,375
Vacation — Central office 18,027

$302,235

The liability has been recognized as follows:

Current portion $68,188
Long-term portion 234,047
$302,235

The current portion is recorded as a liability in the General Fund and is included with
accrued liabilities.
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NOTE G —~ CAPITAL ASSETS:

Capital assets activity of the School District’s governmental activities was as follows:

Balance Additions/ Balance
7/01/05 Adjustments Deductions 6/30/06
Governmenial Activities:
Capital assets not being depreciated:
Land $37,293 $- $- $37,293
Capital assets being depreciated:
Site improvements 342,300 - - 342,300
Buildings 5,844,238 - - 5,844,238
Equipment 653,387 33,077 - 686,464
Vehicles and buses 1,315,824 61,190 208,747 1,168,267
Total Capital Assets 8,193,042 94,267 208,747 8,078,562
Less accumulated depreciation:
Site improvements 342,300 - - 342,300
Buildings 4,358,938 145,856 4,504,794
Equipment 504,156 30,521 - 534,677
Vehicle and buses 1,133,415 62,391 208,747 987,059
Total Accumulated Depreciation 6,338,809 238,768 208,747 6,368,830
Governmental Activities Capital Assets, Net $1,854,233 $(144,501) $ - $1,709,732

Depreciation expense was charged to governmental activities as follows:
Governmental Activities:

Unallocated $238,768
Total Governmental Activities Depreciation Expense  $238,768

NOTE H — RESERVED AND DESIGNATED FUND BALANCE:
The School District reserves fund equities for the following funds:

School Lunch Fund — The resources of the School Lunch Fund are to be used for the
school lunch program. The fund equity is reserved for this purpose.

Debt Service Funds — The resources of the Debt Service Funds have been accumulated
for the specific purpose of bond and interest debt retirement. The fund equities are
reserved for these purposes.

Scholarship Income: The School District reserves fund balance for the nonexpendable
gifts received in the Scholarship Fund. Only the investment income from these gifts is to
be used for scholarships.

Unexpended Investment Income on Scholarship Funds: Interest and dividends received
on Scholarship Fund investments are to be used for scholarship awards to students. The
accumulated balance of unexpended investment income is designated for scholarships.

NOTE | - STATE REVENUE:

The State of Michigan currently uses a foundation grant approach which provides for a
specific annual amount of revenue per student based on a state wide formula. The
foundation is funded from state and local sources. Revenue from state sources are
primarily governed by the School Aid Act and the School Code of Michigan. The
Michigan Department of Education administers the allocation of state funds to school
districts based on information supplied by the districts. For the year ended June 30,
2006, the foundation allowance was based on a blended count of pupit membership.
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NOTE | - STATE REVENUE (Continued):

The state portion of the foundation is provided primarily by a state education property tax
millage of 6 mills and an allocated portion of state sales and other taxes. The local
portion of the foundation is funded primarily by non-homestead property taxes which may
be levied at a rate of up to 18 mills. The state revenue is recognized during the
foundation period (currently the fiscal year) and is funded through 11 payments from
QOctober 2005 - August 2006.

The School District also receives revenue from the State to administer certain categorical
education programs. State rules require that revenue earmarked for these programs be
expended for its specific purpose. Categorical funds received which are not expended by
the close of the fiscal year are recorded as deferred revenue.

NOTE J — FUND MODIFICATIONS (TRANSFER TO/FROM OTHER FUNDS):

Operating Operating
Transfers In Transfers Out
General Fund $61,516 General Fund $349 472
School Lunch Fund 7,380 School Lunch Fund 45 000
Athletic Fund 202,482 Athletic Fund 16,516
Capital Projects Fund 3,845 Capital Projects Fund -
Debt Service Fund 135,765 Debt Service Fund -
Total $410,988 Total $410,988

Transfers are used to (1) move revenues from the fund that statute or budget requires to
collect them to the fund that statute or budget requires to expend them, (2) moves
receipts restricted to Debt Service from the funds collecting the receipts to the Debt
Service Fund as debt service payments become due, and (3) use unrestricted revenue
collected in the General Fund to finance various programs accounted for in other funds
in accordance with budgetary authorizations.

NOTE K - NONMONETARY TRANSACTIONS:

The School District receives USDA donated food commodities for use in its food service
program which are accounted for in the School Lunch Fund. The commodities are
accounted for on the modified accrual basis and the related revenues and expenditures
are recognized as commodities as utilized. The School District recognized $32,374
during fiscal 2006 in revenues and expenditures for USDA commodities.

NOTE L - PROPERTY TAXES:
The taxable value of real and personal property located in the School District at
December 31, 2005 totaled $197,459,689 ($102,430,278 designated as Homestead and

$95,029,411 designated as Non-Homestead). The total tax levy consists of 18 mills for
the General Fund.
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NOTE M — EMPLOYEE RETIREMENT SYSTEM — DEFINED BENEFIT PLAN:

Substantially all of the School District's employees are eligible to participate in the
statewide Michigan Public School Employees' Retirement System (MPSERS), a
multiple-employer, cost-sharing public employee retirement system. Effective January
1, 1987, Act 91 of the Public Acts of 1985 established a voluntary contribution to the
Member Investment plan (MIP). Employees first hired before January 1, 1990, made a
one-time irrevocable election to contribute to the tax deferred MIP. Employees first hired
on or after January 1, 1890 will automaticaily be included in MIP.

Members in MIP may retire at any age after attaining thirty years of creditable service or
at age sixty while still working with a minimum total of five years of creditable service and
with credited service in each of the five school fiscal years immediately preceding the
retirement allowance effective date. The retirement allowance is calculated using
a formula of 1.5% of the average of the highest total earnings during a period of thirty-six
consecutive calendar months (three years) multiplied by total years to the nearest tenth
of a year of credited service.

Employees who did not elect the MIP option fall under the MPSERS Basic Pian and may
retire after attaining age sixty with ten or more years of credited service; or with thirty or
more years of credited service; or attaining age fifty-five while still working at least fifteen
but fewer than thirty years of credited service in each of the five school fiscal years
immediately preceding the retirement allowance effective date.

The retirement allowance is computed using a formula of 1.5% of the average of the
highest total earnings during a period of sixty consecutive months (five years) muitiplied
by the total years to the nearest tenth of a year of credited service.

The MPSERS also provides death, disability, health, medical, dental, vision, and hearing
insurance coverage. Benefits are established by state statute.

The District was required by state statute to contribute 14.87% of covered compensation
to the Plan through September 30, 2005 and 16.34% of covered compensation for the
remainder of the year. The total amount contributed to the Plan for the year ended June
30, 2006 was $1,297,303 which consisted of $1,090,466 from the School District and
$206,737 from employees electing the MIP option. These represent approximately 16%
and 3% of total payroll, respectively. The School District's contributions to MPSERS for
2005 and 2004 were $994,065 and $994,065

Payroll paid to employees covered by the System for the year ended June 30, 2006 was
gpproximately $6,832,837. The School District's total payroll was approximately
6,911,000.

Post Employment Benefits — Under the MPSERS Act, all retirees participating in the
MPSERS Pension Plan have the option of continuing health, dental and vision coverage.
Retirees having these coverage's contribute an amount equivalent to the monthly cost of
Part B Medicare and 10 percent of the monthly premium amount for the health, dental
and vision coverage. Required contributions for post employment health care benefits
are included as part of the District’s total contribution to the MPSERS plan discussed
above.

The District is not responsible for the payment of retirement benefits which is the
responsibility of the State of Michigan. MPSERS’ issues a publicly available financial
report that includes financial statements and required supplementary information for the
system. More information may be obtained by writing MPSERS, at MPSERS, P.O. Box
30673, Lansing, Michigan, 48909-8103.
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NOTE N — CONTINGENT LIABILITIES:

Grant Assistance

The School District has received significant assistance from federal and state agencies
in the form of various grants. The disbursement of funds received under these
programs generally requires compliance with terms and conditions specified in the grant
agreement and is subject to audit by the grantor agency. Any disallowed claims
resulting from such audits could become a liability of the applicable fund of the School
District.

Risk Management

The School District is exposed to various risks of loss related to torts; theft of, damage
to, and destruction of assets: errors and omissions; injuries to employees’ and natural
disasters. The School District, together with approximately 334 other school districts in
the State, participate in the MASB-SEG Property/Casualty Pool, Inc., (Pool) a
governmental group property and casualty self-insurance pool. The School District pays
an annual premium to the Pool for its general insurance, workers’ compensation, and
errors and omissions coverage. Members' contributions to the Pool may assess
members a supplemental assessment in the event of deficiencies.

The Pool limits the maximum net loss that may arise from large risks, or risks in
concentrated areas of exposure by re-insuring certain levels of risk with other insurers or
re-insurers. The School District's comprehensive and fleet insurance coverage is limited
to a maximum of $6,000,000 per occurrence of all claims. The School District also
maintains an additional $1,000,000 per occurrence for excess liability coverage. The
Pool is responsible for paying costs up to the insurance limits with any additional costs
covered by the School District.

Management is unaware of any pending or threatened claims that are not covered by
the Pool that would be material to the financial statements.

NOTE O - ECONOMIC DEPENDENCY:

The School District received approximately 80 percent of its revenue through state and
federal sources to be used for providing elementary and secondary education for the
residents of Gwinn. The District’'s Foundation Allowance is set by the state and includes
the local contribution from Non Homestead taxes. Increases in the local Non
Homestead property tax revenues are offset by a corresponding decrease in state aid on
a per pupil basis.

NOTE P — INTERFUND RECEIVABLE AND PAYABLES:

The School District reports interfund balances between many of its funds. Some of the
balances are considered immaterial and are aggregated into a single column or row.
The total of all balances agrees with the sum of interfund balances presented in the
statements of net assets/balance sheet for governmental funds. Interfund transactions
resulting in interfund receivables and payables are as follows.

inferfund interfund

Receivable Payable
General Fund $- General Fund $153,032
Schoot Lunch Fund 23,106 School Lunch Fund -
Athletic Fund 2,362 Athletic Fund a0
Private Purpose Trust 19,288 Private Purpose Trust -
Student Activities 108,366 Student Activities -
TOTAL $153,122 TOTAL $163,122
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NOTE Q — EXCESS OF ACTUAL EXPENDITURES OVER BUDGET IN INDIVIDUAL
FUNDS:

Excess Expenditures

General Fund

Fiscal Services $12,980

Operation and Maintenance 50,389
Special Revenue

Athletic Fund $1,225

NOTE R — NET ASSETS RESTATED:
The governmental activities net assets were restated at the beginning of the year as a

result of an accounting error in the reporting treatment of the amounts payable to the
Fiduciary Funds. The restatement resulted in a decrease of net assets of $151,831.
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REVENUES:

Local sources
Siate sources
Federal sources
Gther

TOTAL REVENUES

EXPENDITURES:
Instruction:
Basic Programs
Added Needs
Total instruction

Supporting Services:
Pupil services
Instructional staff
General administration
School administration
Fiscal services
Operation and maintenance
Transportation
Central
Qther
Total Supporting Services

Community Services
Capital Qutlay
Other
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES {USES)
Transfers in
Transfers out
TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE

Fund Balance, July 1

FUND BALANCE, JUNE 30

GWINN AREA COMMUNITY SCHOOLS

General Fund

Budgetary Comparison Schedule

For the Year Ended June 30, 2008

Variances
Actuat Positive (Negative)
Budgeted Amounts (GAAP Criginal Budget Final Budget
Original Final Basis) to Final Budget {0 Actual

3 2,192,405 % 2,005072 1,796,265 % (187.333) 3 (208,807)
8,768,274 8,671428 9,227,328 203,154 255,900
893,621 647,018 571,504 (246.505) {75,512)
306,200 357,228 374,804 63,604 17,676
11,854,300 11,980,744 11,969,901 (162,180} {10,843)
5,713,300 5,326,444 5,225,883 386,856 97,561
1,915,660 1,993,720 1,863,615 {78,060) 40,105
7,628,080 7,320,164 7,182,498 308,798 137,666
524 425 473,788 462,828 50,637 10,860
670,280 369,788 353,806 300,492 15,882
332137 351,717 340,783 {19,580} 10,934
g27.540 877586 861,613 49954 15,973
196,338 204,395 217,375 {14,055) (12,980
1,580,679 1,456,467 1,506 B56 134,212 (50,389)
833,199 775,958 878426 57,201 87,572
157,600 154,163 143,220 3437 10,843
430 430 391 B 39

5,226 629 4,664,332 4,565,298 562,297 95,034
28,785 96,808 73,995 {68,023} 22813
- - 108,820 - {108,820)
37 875 12,570 18,378 45,305 {5,808)
12,842,248 12,093,874 11,948,989 548,375 144,885
(1,.087,949) (113,130} 20,912 686,195 134,042
52,400 61,516 61,516 9,116 -
(481,814 (369,087) (349.472) 112,727 19,815
(429.414) (307 571) {287 ,556) 121,843 19,615
(1,517,363} {420.701) (267,044) 808,038 153,657
2,477,415 2477 415 2,477,415 - -
3 960,052 $ 2056714 2,210,371 $ 808,038 3 153,657
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SUPPLEMENTAL INFORMATION
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ASSETS

Cash and cash equivaients
Accounis receivable

Due from other funds
inventory

TOTAL ASSETS

LIABILITIES AND FUND BALANCES

LIABILITIES:
Accounts payable
Due to other funds

TOTAL LIABILITIES

FUND BALANCES:
Reserved for:
School service activities
Retirement of debt
Capital projects
Unreserved

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

GWINN AREA COMMUNITY SCHOOLS

Non-Major Governmental Funds
Combining Balance Sheet

June 30, 2006

Special Capital Debt
Revenue Projects Service Total
§ 1,379 $ - 1,379
8,019 - 8,019
25,468 - 25,468
2,117 - 2117
8 36,883 $ - 36,983
3 6,893 $ - 6,893
90 - 80
6,883 - 6,983
30,000 - 30,000
30,000 - 30,00G
3 36,983 $ - 36,983
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GWINN AREA COMMUNITY SCHOCLS

Non-Major Governmental Funds

Combining Schedule of Revenuses, Expenditures and Changes in Fund Balance

REVENUES:
Property taxes
School lunch activities
Athletic activities
State aid
Federal sources

TOTAL REVENUES

EXPENDITURES:
School iunch activities
Athietic activities
Capital Outtay
Debt service activities
Pringipal
Interest and fees

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SCURCES (USES):
Transfers in
Transfers out
TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE

Fund Baiance, July 1

FUND BALANCE, JUNE 30

For the Year Ended June 30, 2008

Special Capitai Debt
Revenue Projects Service Totat
- S R - .
170,354 - - 170,384
76,628 - . 76,628
29,070 - 24,096 53,166
391,696 - - 391,696
667,788 - 24,096 691,884
526,803 - 526,803
246,738 - - 246,738
19,722 3,943 - 23,668
- - 150,698 150,698
- - 9,163 9,163
793,263 3,943 159,861 957,067
{125,475) {3,943) {135,765) (265,183)
208,862 3,845 135,765 344,472
(61,516} - - {61,516)
148,346 3,845 135,765 287,956
22,871 (98) - 22,773
7,129 98 - 7.227
30,000 3 - - 30,000
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GWINN AREA COMMUNITY SCHOOLS
Non-Major Special Revenue Funds
Combining Balance Sheet

June 30, 2006

School Lunch Athletic
Fund Fund Total
ASSETS
Cash and cash equivalents $ 1,379 3 - 1,379
Accounts receivable 7,869 50 8,019
Due from other funds 23,1086 2,362 25,468
Inventory 2117 - 2,117
TOTAL ASSETS 3 34 571 $ 2,412 36,983
LIABILITIES AND FUND BALANCES
LIABILITIES:

Accounts payable $ 4,571 $ 2,322 6,893
Due to other funds - 80 80
TOTAL LIABILITIES 4 571 ‘ 2,412 6,983

FUND BALANCES:
Reserved for school service activities 30,000 - 30,000
TOTAL LIABILITIES AND FUND BALANCES 3 34,571 3 2,412 36,983
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GWINN AREA COMMUNITY SCHOOLS

Non-Major Special Revenue Funds

Combining Schedule of Revenues, Expenditures and Changes in Fund Balance

For the Year Ended June 30, 2006

REVENUES:
Athletic activities
School lunch activities
State aid
Federal sources

TOTAL REVENUES
EXPENDITURES:
School lunch activities
Athletic activities
Capital Outlay
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):

Transfers in
Transfers out

TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

School Lunch Athletic
Fund Fund Total

3 - $ 76,628 % 76,628
170,394 - 170,394

28,070 - 29,070

391,696 - 391,696

591, _1 60 76,628 667_,788

526,803 - 526,803

- 246,738 246,738

3,866 15,856 19,722

530,669 262 594 793,263
60,491 {185,966) (125,475)

7,380 202,482 209,862
(45,000) {16,516) (61,516)
(37,620) 185,966 148,346

22,871 - 22,871

7,129 - 7,129

$ 30,000 3 - 3 30,000
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GWINN AREA COMMUNITY SCHOOLS

School Lunch Fund

Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual

For the Year Ended June 30, 2006

REVENUES:
School lunch activities
State aid
Federal sources

TOTAL REVENUES
EXPENDITURES:
School lunch activities:
Salaries and fringe benefits
Purchased services

Supplies and materials and other expenses
Capital outtay

TOTAL EXPENDITURES

EXCESS REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES):

Transfers in
Transfers ou

TOTAL OTHER FINANCING SOURCES (USES):
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

Variance
Favorabie
Budget Actual {Unfavorable)
$ 169,550 3 170,304 844
25,455 29,070 3615
382,800 391696 8,796
577,905 591,160 13,255
299,946 290,440 9,506
14,503 6,626 7.877
238,942 229,737 9,205
- 3,866 (3,866)
553,381 530,669 22,722
24,514 60,491 35,977
13,357 7,380 (5,977}
(45,000) (45,000) -
{31,643) (37,620) (5,977)
(7,129 22,871 30,000
7,129 7,129 -
$ - $ 30,000 30,000
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GWINN AREA COMMUNITY SCHOOLS
Athletic Fund

Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual

For the Year Ended June 30, 2006

Variance
Favorable
Budget Actual (Unfavorable)
REVENUES: ' '
Athletic activities $ 62,036 3 76,628 3 14,592
TOTAL REVENUES 62,0368 76,628 14,592
EXPENDITURES:
Athletic activities:
Salaries and fringe benefits 209,747 207,231 2,516
Purchased services 15,250 12,851 2,399
Supplies and materials 36,372 26,656 9,716
Capital outlay - 15,856 {15,856)
TOTAL EXPENDITURES _ 261,369 262,594 {1,225)
EXCESS REVENUES OVER
{(UNDER) EXPENDITURES {199,333) {185,966) 13,387
OTHER FINANCING SOURCES (USES):
Transfers in 215,849 202,482 (13,367)
Transfers out (18,516) (16,516) -
TOTAL OTHER FINANCING SOURCES (USES) 199,333 185,966 (13,367)
NET CHANGE IN FUND BALANCE - - -
Fund Balance, July 1 - - -
FUND BALANCE, JUNE 30 $ - $ - $ -
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GWINN AREA COMMUNITY SCHOOLS

Capital Projects Fund

Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actual

For the Year Ended June 30, 2006

REVENUES:
Miscellaneous
TOTAL REVENUES
EXPENDITURES:
Capital Qutlay
TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Transfer in
TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

Variance
Favorable
Budget Actual {Unfavorable)
139,708 3,943 135,765
139,708 3,943 135,765
(139,708) (3,943) 135,765
139,610 3,845 {135,765)
139,610 3,845 (135,765)
(98) (98) -
98 98 -
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GWINN AREA COMMUNITY SCHOOLS

Debt Service Fund

Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actual

For the Year Ended June 30, 2006

REVENUES:
State aid

TOTAL REVENUES
EXPENDITURES:
Principal payments
Interest and agent fees

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES}):
Transfers In
TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

Variance
Favorable
Budget Actual (Unfavorable)
24,096 $ 24,096
24,096 24,006
150,698 (150,698)
9,183 (8,163)
159,861 {159,861)
(135,765) (135,765)
135,765 135,765
135,765 135,765
- 3 -
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COMPLIANCE SECTION
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A%l ANDERSON, TACKMAN & COMPANY, P.L.C. MICHIGAY
CERTIFIED PUBLIC ACCOUNTANTS IRON MOUNTAIN

BARTHERS MARQUETTE

JOHN W. BLEMBERG, CPA ROBERT 1. DOWNS, CPA, CYA DANIEE E. BIANCHI, CPAR WISCONSIN
GREEN BAY

MIEWALUKEE

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education
Gwinn Area Community Schools
Gwinn, M} 49841

We have audited the accompanying financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of the Gwinn Area Community Schools as of and for the
year ended june 30, 2006, which collectively comprise the Gwinn Area Community School’s basic
financial statements and have issued our report thereon dated August 3, 2006. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

internal Control Over Financial Reporting

In planning and performing our audit, we considered the Gwinn Area Community School’s internal
control over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinions on the financial statements and not to provide an opinion on the internal control
over financial reporting. Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control that might be material weaknesses. A material
weakness is a reportable condition in which the design or operation of one or more of the internal
controf components does not reduce to a relatively low level the risk that misstatements caused by error
or fraud in amounts that would be material in relation to the financial statements being audited may
oceur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. We noted no matters involving the internal control over financial reporting and its
operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Gwinn Area Community School’s financial
staterments are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However, providing an
opinion on compliance with those provisions was not an objective of our audit and, accordingly, we do
not express such an opinion. The results of our tests disclosed instances of noncompliance or other
matters that are required to be reported under Governmental Auditing Standards and which are
described in the accompanying Schedule of Findings and Responses as item 06-01. These instances can
also be found in a separate letter to management dated August 3, 2006.

This report is intended solely for the information and use of the audit committee, management, and
Board of Education and federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

Certified Public Accountants

August 3, 2006
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PARTNERS - MARGUETTE

JOHN W. BLEMBERG, CPA ROBERT J. DOWNS, CPA, CVA DANIEL E. BIANCHI, CPA WISCONSI
GREEN BAY

MILWALIKEE

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133

Board of Education
Gwinn Area Community Schools
Gwinn, Michigan 49841

Compliance

We have audited the compliance of Gwinn Area Community Schools with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance
Supplement that are applicable to each of its major federal programs for the year ended June 30, 2006. The
School District’s major federal programs are identified in the summary of auditors’ results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of the
School District’s management. Qur responsibility is to express an opinion on the School District’s compliance
based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United
States of America the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we plan
and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the School District’s
compliance with those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on the School District’s compliance with those requirements.

In our opinion, the Gwinn Area Community Schools complied, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended june 30, 2006.

Internal Control Over Compliance

The management of the School District is responsible for establishing and maintaining effective internal control
over compliance with requirements of laws, regulations, contracts and grants applicable to federal programs. In
planning and performing our audit, we considered the School District’s internal control over compliance with
requirements that could have a direct and material effect on a major federal program in order to determine our
auditing procedures for the purpose of expressing our opinion on compliance and to test and report on internal
control over compliance in accordance with OMB Circular A-133.

402 W. WASHINGTON STREET, SUITE 109 NIARQUETTE, MIC#IQAN 49855 (906)225-1166 FAX: (306) 225-1714
WWW.ATCOMOQT.COM



Board of Education
Gwinn Area Community Schools
Gwinn, Michigan 49841

Qur consideration of the internal control over compliance would not necessarily disclose all matters in the
internal control that might be material weaknesses. A material weakness is a reportable condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low level
the risk that noncompliance with applicable requirements of laws, regulations, contracts and grants that would
be material in relation to a major federal program being audited may occur and not be detected within a timely
period by employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over compliance and its operation that we consider to be material weaknesses.

This report is intended solely for the information and use of management, others within the School District, the
Board, State and Federal awarding agencies and pass-through entities, and is not intended to be and should not
be used by anyone other than these specified parties.

Audoron, Tackwaw & Coupasg, PLC

Certified Public Accountants

August 31, 2006
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GWINN AREA COMMUNITY SCHOOLS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the year ended June 30, 2006

NOTE A - OVERSIGHT AGENCY:

The U.S. Department of Education is the current year's oversight agency for the single audit as determined by
the agency providing the largest share of the District's federal awards.

NOTE B — BASIS OF ACCOUNTING:

The Schedule of Expenditures of Federal Awards has been prepared on the accrual basis of accounting.
NOTE C ~ STATE GRANTS:

The following state grants were reported on Form R7120, Grants Section Auditors Report for the year ending

June 30, 2006 and are not included on the Schedule of Expenditures of Federal Awards.

Description Project Number Amount Reported

School Breakfast 056320 $7,113

NOTE D - FINAL COST REPORT - FORM DS4044:

The final cost reports are not due until 60 days after the end of the grant period. The reports for the current
year were not completed as of the date of our report. However, we reviewed the reports filed for the prior year
grants and noted that they agreed with either the prior year audited figures or the prior year and current year
audit figures combined.

NOTE E - SCHEDULE OF FEDERAL AWARDS:

The amounts reported as current payments on the R7120, Grant Section Auditors Report, reconcile with the
Schedule of Federal Awards as follows:

Current Payments per R7120 $987,280

Add payments not on R7120:

Food distribution commodities $32,374
Passed through MARESA 72,751
Passed through Michigan State Police 3,979
Less — Deferred revenue at beginning of year - MDE (139,392)
Add — Deferred revenue at end of year - MDE 1,660
Less — School Breakfast Program {7,113} (35,741)

TOTAL FEDERAL AWARDS EXPENDITURES
REPORTED IN THE SCHEDULE OF FEDERAL AWARDS $951,539
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NOTE E — SCHEDULE OF FEDERAL AWARDS (Continued):

A reconciliation of expenditures on the Schedule of Federal Awards to federal revenue recognized is as
follows:

GENERAL FUND:

Total Federal Revenue Sources reported in the financial statements $863,200
Reconciling items:
School Breakfast Funds (7. 113)
Summer Food Program (4,400)
Other minor differences in program revenues {148)
TOTAL FEDERAL AWARD EXPENDITURES REPORTED IN
THE SCHEDULE OF FEDERAL AWARDS $951,539
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GWINN AREA COMMUNITY SCHOOLS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the Year June 30, 2006

A. SUMMARY OF AUDIT RESULTS

1. The auditors’ report expresses an unqualified opinion on the general purpose financial statements
of Gwinn Area Community Schools.

2. There were no reportable conditions disclosed during the audit of the financial statements.

3. There were no instances of noncompliance material to the financial statements of Gwinn Area
Community Schools disclosed during the audit.

4, No reportable conditions relating to the audit of the major federal award programs is reported in
this schedule.

5. The auditors’ report on compliance for the major federal award programs for Gwinn Area
Community Schools expresses an unqualified opinion.

6. No audit findings relative to the major federal award program for Gwinn Area Community Schools
were disclosed during the audit.

7. The programs tested as major programs were:

ECIA Title | 84.010

8. The threshold for distinguishing Types A and B programs was $300,000.
9. Gwinn Area Community Schools was determined to be a low-risk auditee.
B. FINDINGS — FINANCIAL STATEMENTS AUDIT

Excess Expenditures Over Appropriations

06-01 Condition/Criteria: Public Act 621 of 1978, Section 18 (1) as amended, provides that schools shall
not incur expenditures in excess of the amount appropriated. In the body of the financial statements, the
District's actual expenditures and budgeted expenditures for the General Fund and Special Revenue
Funds have been shown on a functional basis. The approved budgets of the District for these funds were
adopted on an activity and/or program level. During the year ended June 30, 20086, the District incurred
functional expenditures which were in excess of the amounts appropriated as shown within the basic
financial statements.

Effect: The District is not in compliance with State Law.
Cause of Condition: Failure to amend the budgets during the year based on the level of expenditures.

Recommendation: The District should strictly control expenditures in each governmental fund so as not
to exceed the original appropriation. When this is not possible, the budget should be amended
accordingly.

Management Response — Corrective Action Plan: The budget will be more closely monitored and
budget amendments will be made accordingly.

C. FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARDS PROGRAMS AUDIT

NONE
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SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the year June 30, 2006

There were no findings and questioned costs
for major federal awards in the prior year.
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Gwinn Area Community Schools
Report to Management Letter
For the Year Ended June 30, 2006

Board of Education
Gwinn Area Community Schools
Gwinn, Michigan 49841

In planning and performing our audit of the financial statements of the Gwinn Area Community
Schools for the year ended June 30, 2008; we considered its internal control in order to determine
our auditing procedures for the purpose of expressing our opinion on the financial statements and
not to provide assurance on the internal control. However, we noted certain matters involving the
internal control and its operation that we consider to be instances of non-compliance and other
comments under standards established by the American Institute of Certified Public Accountants.

instances of Non-Compliance

Uniform Budgeting and Accounting Act (P.A. 621)

The State of Michigan has enacted Public Act 621, the Uniform Budgeting and Accounting Act, to
provide for a system of uniform procedures for the preparation and execution of budgets in local
units of government. The purpose of P.A. 621isto require that all local units of government adopt
palanced budgets, to establish responsibilities and define the procedure for the preparation,
adoption and maintenance of the budget, and to require certain information for the budget process,
including data for capital construction projects. The major provisions of P.A. 621 are as follows:

1. Loca! Units of government must adopt a budget.

2. The budget, including accrued deficits and available unappropriated surpluses, must be
balanced.

3. The budget must be amended when necessary.

4. Debt shall not be entered into unless the debt is permitted by law.

5. Expenditures shall not be incurred in excess of the amount appropriated.

6. Expenditures shall not be made unless authorized in the budget.

7 Violations of the act, disclosed in an audit of the financial records, in the absence of
reasonable procedures, shall be filed with the State Treasurer and reported to the Attorney
General.

The Gwinn Area Community Schools was found to be in violation of the legal and contractual

provisions of the Uniform Budgeting and Accounting Act (Public Act 821) in certain individual
funds as enumerated upon in the Footnote Q of the financial statements.

102 W. WASHINGTON STREET, SUITE 109 MARQUETTE, MICHIGAN 493855 (906)225-1166 FAX: {806) 225-1714
WWW.ATCOMOQT.COM



Board of Education
Gwinn Area Community Schools
Gwinn, Michigan 49841

Other Comments and Recommendations

Cash

Although the District's cash is being reconciled to a subsidiary spreadsheet for monitoring, it is not
being reconciled to the District's general ledger on a monthly basis but rather at year-end. The
basis of strength in any system of sound internal control is a strong reconciliation function. We
suggest, and good internal control dictates, the general ledger accounts be reconciled on a monthly
basis with the appropriate accounting entries being made to the system even if a supplemental
activity is being performed. This will insure accurate financial reporting on an interim basis for
decision making by the Board of Education and management.

Other School Activity Funds

We were made aware of the internal controls over cash handling for the school lunch ticket sales,
athletic revenue, and the student activity fund receipting were in need of improvement. The most
crucial areas to consider are cash management and the cash recongciliation function, where the
potential exists for intentional or unintentional errors to be made and not detected by employees in
the normal course of operations on a timely basis. We recommend the cash, a copy of the
completed deposit slip, and supporting documentation signed by the individuals transmitting the
deposit be sent to the business manager to be used in the reconciliation process. Ideally, for
athletic activities the beginning and ending ticket sale control numbers should be recorded and cash
received should be reconciled to ticket sales.

Compensated Absences — Current Portion

The current portion of compensated absences payable which is recorded in the General Fund inthe
amount of $68,188 and has not been adjusted since 2001. In the current year examination the
actual current portion of compensated absences was calculated to be $13,848. We recommend
contacting the Michigan Department of Education to determine where to properly classify this
adjustment for financial reporting prior to making the adjustment in year 2006-07.

Trust Fund

The Stock Certificate dating back to a 1986 donation should be reported at fair market value in the
District's accounting records. In addition, as stock certificates are easily convertible to cash we
recommend the certificates be kept in a locked safe or vault or turned over to a third party broker for
safekeeping.

dk kk ok kkk kxR

This report is intended solely for the information and use of the Gwinn Area Community Schools’
board, management, and other legislative or regulatory body and is not intended to be and should
not be used by anyone other than these specified parties.

We appreciate and would like to thank the Gwinn Area Community Schools’ staff for the cooperation

and courtesy extended to us during our audit. We would be pleased to discuss any comments or
answer any questions regarding our audit with you at your convenience.

Audorion, Tackwan & Company, PLC
Certified Public Accountants

August 31, 2006
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